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SUMMARY 


This  reconnaissance  study  was  generated  by  the  Department 
of  the  Army  as  a  result  of  problems  experienced  on  some  Army 
service  contracts.  The  major  Army  problem  was  the  difficulty 
of  defending  its  selection  of  a  contractor  in  a  cost-reimburse¬ 
ment,  non- price-competitive  situation  when  the  award  was  later 
protested  to  the  General  Accounting  Office.  This  report  exam¬ 
ines  and  discusses  a  number  of  general  problems  in  the  area  of 
contracting  for  services,  in  addition  to  focusing  upon  the  key 
Army  problem. 

Most  of  the  study  findings  and  recommendations  have  DoD- 
wide  applicability.  Many  findings  of  this  study  are  applicable 
to  contracting  for  supplies,  as  well  as  services,  since  the  DoD 
generally  follows  the  same  x^licies  and  procedures  for  procure¬ 
ment  of  both  supplies  and  services. 

Some  of  the  major  factors  which  appear  to  have  contributed 
to  the  Army's  difficulty  are: 

•  Inappropriate  placement  of  contracting  authority 
in  some  instances. 

•  Inadequate  guidance  on  organizing  for  source 
selection  and  inadequate  criteria  for  the  evalu¬ 
ation  of  contractors'  proposals. 

e  Lack  of  specialized  knowledge  and  expertise  in 
specific  service  areas. 
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The  major  recommendation  of  the  report  is  that  the  DoD 
categorize  services  into  discrete  functional  classes  and  assign 
specific  classes  of  services  to  the  military  departments,  which 
will  act  as  the  single  DoD  advisor  on  assigned  classes.  The 
military  departments  will  then  be  in  a  position  to  specialize 
in  assigned  areas  and  to  accumulate  detailed  information  for 
use  by  others  in  writing  and  administering  service  contracts. 

Other  recommendations  of  the  report  point  up  the  need  for 
additional  guidance  pertaining  to: 

•  The  assignment  of  service  contracting  authority 
within  the  Department  of  the  Army. 

•  The  most  effective  ways  to  organize  for  proposal 
evaluation  and  source  selection  for  specific  classes 
of  service  contracts  by  dollar  value. 

•  Specific  proposal  evaluation  criteria  to  use  in 
given  functional  classes  of  service  contracting, 

•  Effective  use  of  the  "competitive  range"  concept. 

•  The  most  appropriate  duration  for  service  contracts. 


iii 


TADLE  OF  CONTENTS 


PAGE 

SUMMARY .  i  i 

I.  INTRODUCTION  .  1 

A.  PURPOSE .  1 

B .  BACKGROUND .  2 

C.  STUDY  SCOPE  AND  METHOD .  5 

1.  Task  Assignment .  5 

2.  Con'3uct  of  Study . 7 

II.  MAJOR  SERVICE  CONTRACT  PROBLEMS .  9 

A.  MAJOR  FINDINGS .  9 

B.  DISCUSSION  OF  PROBLEM  AREAS .  11 

1.  Inappropriate  Placement  of 

Contracting  Authority .  11 

Recommendation  Number  1 .  16 

Recommendation  Number  2 .  16 

2.  Inadequate  Evaluation  of  Contractors’ 

Proposals  for  Source  Selection  .  16 

a.  Organizing  for  Source  Selection  ...  17 

Recommendation  Number  3  .  20 

b.  Criteria  for  Evaluation  of 

Contractors'  Proposals .  21 

Recommendation  Number  4  .  25 

Recomm  '•'tion  Number  5  .....  .  26 

3.  The  Need  for  Specialization  in  Dealing 

with  the  Various  Categories  of  Service 
Contracts .  26 

Recommendation  Number  6 .  29 


IV 


TABLE  OF  CONTENTS  (continued) 


Page 


4.  Other  Areas  for  Improvempnt  of 

Service  Contracting  .  29 

a.  Lack  of  Advance  Planning 

for  Service  Contracts .  29 

b.  Duration  of  Performance  Under 

Support  Service  Contracts .  31 

Recommendation  Number  7 .  34 

c.  Personal  Service  Contract 


Limitations . .  .  34 

APPENDIXES 

A.  TASK  ORDER 

B.  LIST  OF  ORGANIZATIONS  VISITED 

C.  TYPICAL  PROPOSAL  EVALUATION  CRITERIA  FOR 
COST-REIMBURSEMENT  SERVICE  CONTRACTS 


V 


I  •  iN  i‘H0DUCT10N 

A .  PURPOSE 

On  5  December  1968,  tne  Assistant  Secretary  of  Defence 
for  Installations  and  Logistics  requested  LMI  to  perform 
a  study  of  service  contract  methodology.  Appendix  A  is 
a  copy  of  the  task  order  for  this  project. 

This  reconnaissance  study  examines  a  number  of  procure¬ 
ment  problems  in  the  general  area  of  contracting  for  services 
The  purposes  of  this  report  are  to  discuss  these  problems, 
to  make  some  recommendations,  and  to  suggest  areas  where 
further  study  may  be  warranted.  The  study  focuses  its  atten¬ 
tion  upon  several  Department  of  the  Army  procurement  problems 
in  the  area  of  cost-reimbursement  service  contracts,  since 
the  Army  initially  requested  this  study. 

Following  this  introduction,  we  discuss  the  manor  Army 
service  contract  problems  and  then  examine  general  service 
contract  problems. 

The  report  assumes  that  the  reader  is  generally  familiar 
with  the  Armed  Services  Procurement  Regulation  vASPR)  and 
with  current  Department  of  Defense  (DoD)  procurement  organiza 
tions . 
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B .  BACKGROUND 

During  the  past  seven  years,  LMI  has  been  conducting 
studies  pertaining  to  the  Department  of  Defense's  procure¬ 
ment  policies.  Some  of  these  studies  have  touched  upon 
the  procurement  of  services,^  but  the  majority  have  been 
concerned  with  the  procurement  of  hardware. 

The  Anned  Services  Procurement  Regulation  defines 
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procurement  as  "...  obtaining  supplies  and  services." 
While  ASPR  defines  supplies  in  Section  I,  Part  2,  "Defini¬ 
tion  of  Terms,"  it  does  not  attempt  to  define  services. 
Section  XXII  of  ASPR,  "Service  Contracts,"  states  that 
.  .a  service  contract  is  one  which  calls  directly  for 
a  contractor's  time  and  effort  rather  than  for  a  concrete 
end  product . ^ 


LMI  Tasks  8A  and  65-11,  "Guidelines  for  the  Manner 
in  Which  Military  Base  Services  are  Provided"  and  "Base 
Support  Services,"  respectively;  these  tasks  were  completed 
in  1964  and  1965  in  conjunction  with  an  Office  of  the 
Secretary  of  Defense  Project  Staff  Report,  "Contract  Support 
Services,"  Volumes  I  and  II,  31  March  1965,  hereafter  refer¬ 
red  to  as  the  Moot  Report. 

^ASPR  1-201.13. 

^ASPR  22-101. 


Service  contracts  run  the  gamut  from  very  large  to 
very  small  and  from  very  difficult  and  complex  to  very 
simple.  ASPR  22-101  lists  22  functional  areas  where 
the  use  of  service  contracts  may  be  appropriate.  The 
areas  include  such  dissimilar  ones  as: 

•  Maintenance,  overhaul,  and  repair  of  supplies, 
systems,  and  equipment 

•  Expert  and  consulting  seia/ices 

•  Mortuary  services 

•  Housekeeping  and  base  services 

•  Research  and  development  services 

•  Data  processing 

•  Engineering  and  technical  services 

•  Stevedoring 

By  way  of  example,  the  Air  Force's  Eastern  Test  Range  is 
operating  under  a  service  contract  in  excess  of  $100  million 
per  year;  in  contrast,  many  base  custodial  service  contracts 
run  below  $10,000  per  annum  as,  in  fact,  do  the  great  bulk 
of  all  service  contracts. 


4 


It  may  be  helpful  to  indicate  briefly  the  magnitude 
of  annual  service  operations  in  the  Department  of  Defense. 

As  stated  in  the  Moot  Report,  for  Fiscal  Year  1965, 

Method 

Annual  Cost  of  Performance 

Service  Operations  (In  Millions)  In-House  Contract 


Equipment  Repair,  Rebuild 

$3,913 

73% 

27% 

Operation  &  Maintenance  of  Facilities 

869 

38  o 

62%. 

Housekeeping  Services 

775 

44% 

56% 

Storage 

773 

99% 

1% 

Transportation  Services 

789 

32% 

68% 

All  Other 

916 

_2% 

98% 

Total 

$8,035 

57% 

4  3% 

The  support  service  area  represents  an  annual  cost  oi 
$8  billion.  Approximately  $4.5  billion  of  these  services 
are  performed  within  the  Defense  establishment,  while 
$3.5  billion  are  contracted  out  to  private  industry. 

Almost  one-half  of  the  total  is  expended  for  depot  level 
maintenance  of  equipment,  only  27%  of  which  is  performed 
by  contract. 


Moo t  Repo rt ,  op.  cit . ,  p .  11. 
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The  annual  manpower  devoted  to  support  services  is 
indicated  by  tlie  following  data;^ 

Fiscal  Year  1967 
Number  of  People 

Contract  155,401 

In-house  512, 472 

lotal  667,873 

C.  STUDY  SCOPE  AND  METHOD 
1 .  Task  Assignment 

This  reconnaissance  study  was  requested  by  the 
Assistant  Secretary  of  the  Army  for  Installations  and 
Logistics  as  the  result  of  problems  experienced  on  some 
of  the  Army’s  larger  servicj  contracts.  The  primary 
difficulty  appeared  to  pertain  to  the  selection  of  the 
successful  offeror  among  competing  contractors  for  award 
of  a  cost-reimbursement  service  contract,  where  technical 
considerations  rather  than  cost  considerations  v;erc  para¬ 
mount.  The  Army  was  having  difficulty  defending  its 


Back-up  material  prepared  by  t'ne  Directorate  for 
Contract  Support  Services,  OA3D  (I&L) ,  for  a  presentation 
to  the  Congress  of  the  Unitec  States,  Tab  D,  March  1968; 
data  taken  from  the  Fy  1967  inventory  of  commercial/ 
industrial  activities. 
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selection  of  contractors  in  some  of  these  cases  to  the  General 
Accounting  Office.  The  result  was  that  some  of  the  contracts 
were  recompeted  before  they  otherwise  would  have  been.  These 
cost-reimbursement  contracts  were  for  such  services  as: 

•  Lo  xstics  and  base  support  for  an  island  missile 
range  and  test  site. 

•  Field  and  organizational  level  maintenance  for  a 
fleet  of  training  helicopters. 

•  Overhaul  of  a  fleet  of  helicopters. 

Consequently,  the  Assistant  Secretary  of  Defense  for 
Installations  and  Logistics  requested  mi  to  conduct  a  recon¬ 
naissance  study  of  service  contract  methodology.  The  task 
order  did  not  limit  the  study  to  the  Army  problems,  although 
they  were  to  be  the  major  concern.  The  task  order  specified 
that  LMI  would: 

•  Review  DoD  procurement  policies  and  procedures  for 
service  contracts. 

•  Review  criteria  which  determine  the  type  of  contract 
to  be  used. 

•  Identify  the  major  problems  that  may  confront  a 
contracting  officer  in  the  procurement  of  services. 

•  Review  the  activities  of  the  military  departments  in 
their  use  of  service  contracts. 


Evaluate  alternative  criteria  and  processes. 
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Although  the  task  order  did  not  list  the  items  which 
were  to  be  excluded  from  the  scope  of  the  study,  there 
were  some  subjects  with  which  we  were  rot  to  be  concerned. 
First,  the  question  whether  a  specific  support  service 
should  be  performed  within  the  DoD  or  by  industry  was  not 
within  the  scope  of  the  study.  Second,  the  question  whether 
a  service  contract  is  to  be  characterized  as  one  for  "personal" 
as  opposed  to  "non-personal"  services  was  not  to  be  included. 
Third,  formally  advertised  or  firm  fixed  price  negotiated 
contracts  were  not  to  be  a  primary  concern.  Our  emphasis 
was  to  be  upon  the  cost-reimbursement  type  of  service 
contract . 

2  .  Conduct  of  Study 

Although  our  major  effort  was  on  certain  Army 
cost-reijnbursement  service  contracts,  we  also  studied  other 
types  of  contracts  and  service  contracting  in  the  Navy  and 
Air  Force. 

We  completed  the  investigative  and  analytic  effort 
under  this  project  within  two  months.  We  did  not  make  an 
exhaustive  analysis  of  a  large  sample  of  service  contracts. 

We  believe,  however,  that  it  is  unlikely  that  additional 
study  would  have  resulted  in  sig.nificant  differences  in  our 
recommendations.  Generally,  a  similar  pattern  and  trend 
seemed  to  recur  in  the  contracts  we  studied  and  in  the  views 
of  the  people  we  interviewed. 
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Appendix  B  is  a  listing  of  the  organizations  we 
visited.  At  the  majority  of  these  locations,  we  discussed 
local  problems  relating  to  service  contracts  and  reviewed 
typical  service  contracts.  We  usually  reviewed  the  complete 
contract  files,  including  all  available  source  selection 
material.  Technical  personnel,  who  generate  the  purchase 
request  and  work  statement  for  service  contracts,  were  con¬ 
tacted.  At  several  installations,  contractor  personnel  were 
also  interviewed. 

LMI  would  like  to  express  its  appreciation  for 
the  cooperation  and  assistance  of  the  military  departments 
in  the  conduct  of  this  reconnaissance  study,  particularly  for 
their  quick  reaction  to  our  requests  for  visits  and  informa¬ 
tion.  The  report  concentr'tes  on  problem  areas  and  does 
not  discuss  the  fine  work  that  is  being  done  in  the  field 
procurement  offices. 


II.  MAJOR  SERVICE  CONTRACT  PHOBLEMS 


A.  MAJOR  FINDINGS 

I'he  DoD  generally  uses  the  same  procurement  methods  when 
contracting  for  services  as  when  contracting  for  supplies. 

With  relatively  minor  exceptions,  the  policies  and  procedures 
in  ASPR  are  applicable  to  both  areas.  For  this  reason,  some 
of  the  service  contract  problems  are  also  applicable  to  supply 
contracts.  Therefore,  solution  of  some  f  the  service  contract 
problems  may  provide  relief  in  corresponding  supply  contract 
problem  areas.  We  concentrated  on  specific  service  contract 
problems,  however. 

This  section  summarizes  the  major  problems  that  the  Depart¬ 
ment  of  the  Army  encounters  when  contracting  for  services, 
particularly  for  some  large  dollar  value  service  contracts. 

The  selection  of  the  successful  offeror  among  competing  con¬ 
tractors  fcr  award  of  a  cost-reimbursement  service  contract 
was  the  primary  difficulty  in  these  cases.  Technical  consid¬ 
erations,  rather  than  cost  considerations,  were  the  principal 
factors  used  in  the  evaluation  of  the  contractors'  proposals. 

In  some  cases,  the  Army  h^d  difficulty  defending  its  selection 
of  a  contractor  when  the  ^-ward  was  protested  to  the  General 
Accounting  office. 

LMI's  reconnaissance  study  indicated  that  the  Army’s 
difficulty  in  gaining  acceptability  can  be  traced  to  weaknesses 
in  both  its  procurement  process  and  its  review  procedure. 
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The  causes  of  the  Army's  primary  problem  may  be  summarized 
as  follovsfs; 


•  There  has  been  an  inappropriate  placement  of  the 
contracting  authority  for  some  service  contracts. 
This  has  resulted  in  procurement  problems  which 
are  caused  by  a  lack  of  experience  and  specialized 
knowledge  in  specific  service  areas  on  the  part 
of  the  contracting  officers. 


•  The  source  selection  and  review  process  is  inade¬ 
quate  primarily  because  of  the  lack  of  criteria 
for  evaluation  of  contractors*  proposals.  Inappro¬ 
priate  organization  for  source  selection  and  a  lack 
of  uniformity  of  approach  contribute  to  the  diffi¬ 
culty. 


While  the  above  problems  were  generally  unique  to  tlie 
Army,  it  appears  that  some  of  the  recommended  actions  would 
also  improve  service  contracting  in  the  Departments  of  the 
Navy  and  the  Air  Force. 

•  LMI  found  that  there  is  a  minimum  of  feedback  of 

information  throughout  the  DoD  on  the  more  success¬ 
ful  methods  and  techniques  used  on  service  cont'  '>ct 
Hence,  we  concluded  that  in  addition  to  the  con¬ 
tracting  and  review  deficiencies  which  are  organiza 
tional  and  "people  problems,"  there  is  a  basic 
weakness  in  the  failure  to  recognize  the  different 
categories  of  support  services  in  organizing  for 
procurement  and  in  establishing  criteria  for  evalua 
tion  of  proposals. 
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B.  DISCUSSION  OF  PROBLEM  AREAS 

1 .  Inappropriate  Placement  of  Contracting  Authority 

In  the  Navy  and  Air  Force,  authority  to  enter  into 
service  contracts  is  usually  reserved  to  major  headquarters, 
i.e.,  systems  commands  or  large  regional  procurement  organiza¬ 
tions  such  as  Navy  Purchasing  Offices  or  Air  Materiel  Areas. 

In  contrast,  the  procurement  of  some  large  Army  service  con¬ 
tracts  is  effected  by  local  posts  or  numbered  headquarters 
units.  Procurement  personnel  at  these  Army  installations  are 
generally  not  as  familiar  with  complex  source  selection  procure¬ 
ments  as  are  the  personnel  at  the  Air  Force  and  Navy  regional 
buying  offices  or  Army  systems  commands  buying  offices. 

It  appears  to  LMI  that  a  different  organizational 
placement  of  the  contracting  authority  for  some  of  these  Army 
service  contracts  could  reduce  the  severity  of  the  Army's 
problems.  Some  local  posts,  camps,  and  stations  should  probably 
not  have  authority  to  contract  for  particularly  complex  services, 
regardless  of  the  dollar  value  of  Die  proposed  contract.  A 
strong  argument  can  also  be  advanced  for  a  greater  centralization 
of  the  procurement  of  all  non-price  competitive  service  contracts 
within  the  Department  of  the  Army.  The  fact  that  a  service  is 
to  be  performed  at  a  specific  post  does  not  necessarily  justify 
placing  the  contracting  authority  at  that  location. 
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Two  examples  illustrate  the  differirg  practices 
now  employed  by  the  military  departments  in  contracting  for 
services . 

•  Example  A:  The  Air  Force  has  a  support  service 
contract  for  the  operation  of  one  of  its  undergraduate  pilot 
training  bases.  The  base  commander  reports  to  the  Air  Train¬ 
ing  Command  (ATC)  which,  in  turn,  reports  to  the  Chief  of 
Staff  of  the  Air  Force.  In  1960,  a  decision  was  made  to  test 
the  feasibility  and  cost  effectiveness  of  letting  a  contractor 
run  the  base  and  perform  organizational  and  field  level  mainten¬ 
ance  on  the  fleet  of  training  aircraft,  in  lieu  of  Air  Force 
civilians  or  military  personnel.  As  this  was  a  unique  procure¬ 
ment,  Headquarters,  Air  Force  Logistics  Command  (AFLC)  determined 
that  the  local  Air  Materiel  Area  at  San  Antonio  (SAAMA)  should 
do  the  procurement  on  the  contract,  not  the  air  base  and  not 
Headquarters  ATC,  which  is  also  located  near  San  Antonio.  The 
contracting  officers  at  SAAMA  were  experienced  in  novel,  com¬ 
plex  procurements,  whereas  the  contracting  officers  at  the  base 
and  ATC  were  not  familia’-  with  complex  negotiated  procurement 
actions.  SAAMA  successfully  negotiated  the  support,  service 
contract  and  later  a  similar  contract  at  another  Air  Force  base. 
The  history  of  the  first  contract  is  as  follows: 

FY  1960  -  CPFF 

FY  1964  -  CPIF 

FY  1967  -  FPIF 

Only  now  after  movement  from  the  cost-reimbursement  environment 
to  the  fixed-price  area  are  there  plans  under  way  to  turn  the 
procurement  responsibility  back  to  ATC. 


13 


On  the  other  hand,  the  Army's  Aviation  Center 
and  School  has  a  very  similar  contract  for  operation  and 
maintenance  of  its  flight  program.  There  is  a  high  correla¬ 
tion  between  the  responsibilities  of  the  contractor  at  the 
.»,ir  Force  base  and  the  contractor  at  the  Army  post.  The 
history  of  this  Army  contract  is  as  follows; 

Before  1956  -  CPFF  -  procured  l^.e-ally 

1956  -  CPFF  -  procured  locally  (change  of 
locations  of  the  school) 

1964  -  CPIF  -  procured  locally. 

This  contract  has  been  the  source  of  many  problems,  according 
to  Army  officials.  In  contrast,  the  Air  Force  does  not  and 
has  not  considered  its  contracts  for  the  air  base  to  be  a 
problem . 

Another  case  which  illustrates  the  problem  with  re¬ 
spect  to  the  placement  of  procurement  authority  may  be  helpful 

•  Example  B;  The  military  departments  procure 
contractor  engineering  and  technical  services  (GETS)  by  a 
wide  variety  of  methods.  The  requirement  for  these  types  of 
services  comes  from  the  introduction  of  new,  complex  weapons, 
equipment,  and  systems  into  the  inventory  of  the  Department  of 
Defense.  These  hardware  items  force  the  transmittal  of 
technical  know-how  from  producer  to  DoD  personnel.  They  gen¬ 
erally  force  the  continuation  of  technical  support  and  communi 
tion  between  the  manufacturer  and  the  DoD  personnel  until  the 
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military  department  becomes  able  to  maintain  and  operate  the 
systems.  Contractor  engineering  and  technical  services 
consist  of: 

•  Contract  plant  services  (CPS) , 

•  Contract  field  services  (CFS),  and 

•  Field  service  representatives  (FSR) . 

These  contracts  are  usually  sole  source. 

We  believe  that  the  techniques  used  by  the  Air  Force 
for  procurement  of  CFS  and  FSR  have  considerable  merit  and 
that  the  other  military  departments  should  study  them  to  deter¬ 
mine  the  advisability  of  adopting  similar  techniques.^  The 
significant  feature  of  the  Air  Force's  procedure  is  that  there 
is  a  single  point  of  procurement  for  all  Air  Force  GETS  con¬ 
tracts.  This  office  is  located  at  Headquarters,  Wright-Patterson 
Air  Force  Base,  Ohio,  in  the  Technical  Services  Branch  (EWPT) . 

All  requirements  for  CFS  or  FSR  are  routed  from  the  base  through 
the  respective  major  commands  (TAC,  SAC,  MAC,  etc.)  to  the 
cognizant  air  materiel  area  (for  FSR)  or  Hq  USAF  (for  CFS). 
Finally,  after  coordination  and  consolidation  of  requirements, 
they  are  routed  to  AFLC  where  tlie  purchase  request  is  cut  and 
sent  to  EWPT.  EWPT  buys  the  total  Air  Force  requirements. 


1 


15 


The  advantages  of  this  technique  are  many.  There 
is  a  single  point  of  contact  which  procures  tlie  total  needs 
of  the  Air  Force  for  any  given  contractor.  The  Government 
is  in  a  unique  bargaining  p<5sition  and  can  take  advantage  of 
quantity  discounts.  Further,  the  labor  rate  negotiations  are 
conducted  by  one  government  representative  for  the  total  output 
of  the  respective  contractors. 

It  was  reported  to  LMI  that  there  are  over  32 
locations  in  the  Army  that  procure  CFS  and  FSR  services.  In 
the  Navy,  reportedly  there  are  eight  locations  which  procure 
these  services.  The  probability  seems  quite  high  of  achieving 
advantageous  rates  through  consolidated  requirements  and  of 
reducing  the  possibility  of  inequitable  rates  for  like  skills 
in  the  same  geographic  area  for  the  same  contractor,  through 
adoption  of  the  Air  Force  method.  Since  the  user  would  still 
determine  his  own  requirements,  there  would  be  no  significant 
infringement  upon  command  prerogatives. 

LMI  concluded  that  one  of  the  reasons  the  Air  Force 
and  the  Navy  have  fewer  problems  with  service  contracting  than 
the  Army  is  that  the  former  have  placed  the  authority  to  con¬ 
tract  for  such  services  with  experienced  procurement  personnel 
in  major  commands  or  buying  offices,  while  the  Army  has  dele¬ 
gated  such  authority  to  a  lower  level.  We  also  concluded  that 
both  the  Army  and  Navy  could  benefit  from  a  review  of  their 
methods  of  procuring  contractor  engineering  and  technical 
services  to  determine  if  a  greater  centralization  of  this 
function  may  be  desirable. 
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Recommendation  No.  1 

The  Department  of  the  Army  should  review  its  delegations 
of  authority  to  contract  for  services  to  determine  the  feasi¬ 
bility  of  assigning  such  authorit /  vith  respect  to  large, 
complex  service  contracts  to  organizations  which  possess  the 
most  experience  and  expertise  in  such  contracts. 

Recommendation  No.  2 

The  Departments  of  the  Army  and  the  Navy  should  reviev 
their  methods  for  procuring  contractor  technicaJ  and  engin¬ 
eering  services  to  determine  if  a  greater  centralization  of 
this  function  would  be  desirable. 


2  .  Inadequate  Evaluation  of  Contractors'  Propiosals 
for  Source  Selection 

The  Army's  difficulty  in  defending  and  supporting 
certain  source  selections  is  caused  primarily  by  the  use  of 
inconsistent  criteria  for  the  evaluation  of  proposals.  The 
lack  of  a  rational,  uniform  basis  for  selecting  one  proposal 
out  of  many  proposals  leads  to  confusion  on  the  part  of  both 
the  unsuccessful  bidders  ar.d  the  Government  authorities  to 
whom  they  protest. 

The  deficiency  in  criteria  for  proposal  evaluation  is 
primarily  the  result  of  inadequate  central  guidance.  Lacking 
central  guidance,  each  reviewing  authority  establishes  its  own 
criteria.  The  tendency  of  some  Army  procuring  activities  to 
over-organize  for  source  selection  further  complicates  the  prob¬ 
lem  in  that  various  local  boards  often  establish  criteria  on  a 
one-time  basis  for  each  procurement. 


17 


a .  Organizing  for  Source  Selection 

DoD  Directive  4105.62,  "Proposal  Evaluation  and 
Source  Selection,"  establishes  objectives,  principles,  and 
policy  for  the  evaluation  of  proposals  and  the  selection  of 
contractual  sources: 

Proposal  evaluation  and  source  selection 

in  accordance  with  this  directive  shall 

be  conducted: 

1.  On  each  new  production  aystem/pro ject 
proposed  contract  estimated  to  require 
in  excess  of  $100  million  except  where 
the  award  is  to  be  made  solely  on  the 
basis  or  price  competition, 

2.  On  each  new  Operational  System,  i'ngin- 
eering  or  Advanced  Development  proposed 
contract  estimated  to  require  in  ex¬ 
cess  of  $25  million.  For  those  systems/ 
projects  on  which  a  Project  Definition 
phase  (PDP)  is  required.  .  .  the  pro¬ 
visions  of  this  directive  shall  apply 
both  to  the  final  PDP  proposals  and  to 
the  proposals  for  Phase  II. 

3.  on  rther  specific  systems/pro^ects  as 
the  Head  of  a  DoD  Component  may  desig¬ 
nate  . 

This  directive  is  applicable  to  a  very  limited  number  of  pro¬ 
curements,  and  rarely,  if  ever,  to  service  contracts. 
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All  the  military  departments  have  implemented  the  DoD 
directive  with  their  own  regulations.  An-.y  Regnlat-ion  (AR) 
715-6  established  the  same  policies  for  large  Army  procure¬ 
ments.  The  Army  Materiel  Comanand  (AMC)  has  written  a  draft 
supplement  to  the  AR  and  has  prepared  AMC  Pamphlet  715-3, 
"Proposal  Evaluation  and  Source  S<.:lectlon,  '  a  guide  to  the 
systems  commands.  A  new  version  of  this  guide  is  in  final 
draft  forr..  Thus,  the  large  dollar  value  procurements  are 
quite  well  covered. 

AMC  reports  that  the  systems  commands  and  the 
contractors  have  been  well  satisfied  with  the  results  of  these 
formalized  techniques.  The  number  of  protests  on  procurements 
falling  under  the  scope' of  the  DoD  directive  has  been  minimal. 

For  procureiTients  of  a  lesser  dollar  value,  AMC 
procurement  Instruction  (AMCPI) ,  Sections  1-302.81  and  30-201, 
requires  the  buying  commands  to  prescribe  policies,  uniform 
procedures,  and  responsibilities  for  the  establishment  and 
operation  of  a  solicitation  review  board  (SRB)  and  a  board  of 
awards  (BOA)  .  The  application  of  these  boards  to  specific 
procurements  is  required  by  the  AMCPI;  it  is  applied  quite 
frequently  to  contracts  for  services  within  the  Army  Materiel 
Command . 

Some  of  the  Army's  buying  comn>ands  under  AMC 
have  gone  beyond  the  requirements  of  AMCPI  and  have  established 
additional  boards  to  assist  the  command  in  source  selection. 

For  example,  at  White  Sands  Missile  Range,  a  part  of  the  Test 
and  Evaluation  Command,  the  following  organizations  contribute 
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to  proposal  evaluation  and  source  selection  of  proposals 
received  by  the  local  procurement  office: 

ComiTianding  General  or  Award  Approval  Authority 

Contracting  Officer 

Board  of  Awards 

Source  Selection  Advisory  Council 

Source  Selection  Board 

Procurement  Evaluation  Planning  Committee 

Solicitation  Review  Board 

There  is  an  inconsistency  in  the  Army's  basic 
policy  of  avoiding  costly  source  selection  procedures  on 
actions  that  are  not  relatively  large,  and  the  practice  of 
some  Army  components  of  adopting  procedures  which  appear  to 
be  beyond  the  DoD  requirement. 

Army  procuring  activities,  not  under  the  AMCPl 
jurisdiction,  have  generally  followed  a  less  rigorous  approach 
toward  organizing  for  source  selection.  For  example,  one 
Army  post  has  created  a  single  source  selection  board  on  a 
permanent  basis.  This  board  coordinates  all  selection  activ¬ 
ities,  in  lieu  of  three  of  more  grci^js  at  some  AMC  activities. 

Recommendation  No.  3 

The  DoD  should  publish  guidance  for  proposal  evaluation 
and  source  selection  which  will  provide  .suggested  guidelines 


It  should  basically  be  a  guide  Lo  the 
military  departments  bat  would  contain  one  requirement, 
i.e.,  the  use  of  consistent  terminology.  The  guide  would 
continue  the  policy  of  allowing  maximum  flexibility  to  the 
head  of  the  procuring  activity  with  respect  to  organizing 
for  source  selection.  One  section  of  the  guide  could  con¬ 
centrate  on  organizing  for  source  selection  for  service 
contracts.  In  the  event  the  DoD  should  decide  not  to 
prepare  a  DoD-wide  guide,  the  Department  of  the  Army  should 
prepare  a  uniform.  Department  of  the  Army- level  guide  on 
organizing  for  source  selection. 

b.  Criteria  for  Evaluation  of  Contractors' 

Proposals 

At  the  outset  of  this  reconnaissance,  Army 
procurement  personnel  stated  that  the  guidance  in  ASPR  3-805.2 
for  the  selection  of  contractors  for  negotiation  and  award 
was  not  considered  adequate.  In  the  absence  of  central  guid¬ 
ance,  each  reviewing  authority  establishes  its  own.  As  a 
result  of  the  use  of  numerous  organizations,  boards,  and  com¬ 
mittees  to  accomplish  source  selection  in  the  Army,  there  has 
also  been  a  proliferation  of  proposal  evaluation  criteria. 

As  we  studied  contract  files  in  the  field. 


several  patterns  emerged  with  respect  to  evaluation  criteria. 
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The  RFP  generally  requires  the  contractor  to  submit  either 
two  or  three  separate  documents  to  be  evaluated; 

•  Tecnnical  and  cost  sections,  without 
a  management  section,  or 

•  Technical,  management,  and  cost 
sections . 

Usually  specific  criteria  were  applied  to  each 
section  (except  for  cost)  and  a  score  was  developed  for  each 
proposal.  Sometimes  the  criteria  were  applied  by  point  scale, 
for  example,  from  1  to  10  points;  in  other  cases,  the  applica¬ 
tion  was  on  an  acceptable  basis  only. 

The  charts  in  Appendix  C  list  typical  evalua¬ 
tion  criteria  used  for  source  selection  on  service  contracts. 
These  data  indicate  that  some  field  organizations  cf  the 
military  departments  have  developed  and  are  successfully  apply¬ 
ing  specific  evaluation  criteria  to  cost-reimbursement  service 
procurements.  We  found  that  each  procurement  is  usually  con¬ 
sidered  a  unique  case  by  the  buying  organization,  insofar  as 
proposal  evaluation  criteria  are  concerned.  Even  for  similar 
tasks  at  the  same  site  in  the  same  military  department, 
different  evaluation  criteria  were  being  applied,  depending 
upon  the  source  selection  board  or  corrimittee. 

The  workload  of  source  selection  review  author¬ 
ities  can  be  reduced  by  first  screening  out  those  proposals 
which  are  not  within  the  "competitive  range"  and  hence  need 
not  be  considered. 
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ASPR  3-805,  "Selection  of  Offerors  for 
Negotiation  and  Award,"  states  in  part: 

After  receipt  of  initial  proposals, 
written  or  oral  discussions  shall  be 
conducted  with  all  responsible  offerors 
who  submit  proposals  within  a  competitive 
range .  price  and  other  factors  (including 
technical  quality  where  technical  pro- 
po^sals  are  requested)  considered.  .  .  . 
^emphasis  supplied/ 

ASPR  3-805  was  an  amendment  caused  by  a  similar  provision 
in  Public  Law  87-653.  One  authority  notes: 

Many  unsuccessful  offerors  have 
become  familiar  with  this  amendment 
to  the  Armed  Service  Procurement  Act 
and  numerous  protests  have  been  lodged 
with  the  Comptroller  General  for  fail¬ 
ure  to  comply  with  it.  One  of  the 
m.ost  important  lessons  learned  from 
these  protests  has  been  that  the  term 
'within  a  competitive  range'  is  not 
restricted  to  a  range  of  prices,  but 
that  it  also  includes  the  concept  of 
technical  range.  This  latter  concept  ^ 
is  an  extremely  difficult  one  to  define. 

The  competitive  range  differs  for  each  procure¬ 
ment.  As  stated  in  Comptroller  General  Decision  No.  B-158042 
“the  most  acceptable  and  objective  way  of  handling  this 


G.  W.  Markey,  "Let's  Discuss  Discussions,"  Headquarters 
Naval  Material  Command  Procurement  Newsletter.  March-April, 
1968. 
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difficult  problem  would  be  to  provide  in  each  RFP  a  formula 
for  determining  which  firms  will  be  considered  to  be  within 
a  competitive  range." 

LMI  observed  that  a  few  field  procurement 
offices  have  defined  the  competitive  range,  both  conceptually 
and  on  individual  procurements.  Most  field  offices,  however, 
continue  to  negotiate  with  all  offerors,  a  time  consuming, 
expensive  process.  We  believe  that  the  lack  of  adequate 
guidance  on  the  competitive  range  concept  may  have  detracted 
from  efforts  to  increase  efficiency  at  some  DoD  procurement 
offices. 

Despite  the  difficulty  of  definition,  it  is 
essential  that  guidance  on  the  applicability  and  use  of  tlie 
competitive  range  concept  be  developed.  Language  for  inclusion 
in  RFPs  is  needed,  preferably  on  a  class-by-class  basis. 
Further  review  and  analysis  of  the  guidance  issued  by  the 
Comptroller  General  might  be  productive.  Examples  of  cor¬ 
rectable  and  non-crrrectable  proposal  deficiencies,  again  on 
a  class-by-class  basis,  would  be  helpful. 

LMI  found  that  some  installations  in  the 
military  departments  have  prepared  guides,  such  as: 

•  Guide  to  Technical  Evaluation  of  R&D 
Proposals,  published  by  the  R&D  Pro¬ 
curement  Office,  U.  S.  Army  Mobility 
Command,  Engineering  R&D  Laboratory, 

Fort  Belvoir,  Virginia. 


Selection  Boards,  published  by  the 
Purchasing  and  Contracting  Director¬ 
ate,  White  Sands  Missile  Range,  New 
Mexico . 

•  Guide  for  Technical  Evaluation,  pub¬ 
lished  by  the  Air  Force  Western  Test 
Range,  Air  Force  Systems  Command, 
Vandenberg  Air  Force  Base,  California. 

These  documents  are  rather  comprehensive  and 
assist  source  selection  personnel  in  their  development  of 
proposal  evaluation  criteria,  similar  guidance  should  be 
available  to  all  installations,  and  particularly  to  technical 
personnel  who  participate  on  the  proposal  evaluation  team. 

Recommendation  No.  4 

The  DoD  should  develop  specific  guidelines  for  the 
technical  evaluation  of  proposals  by  clas?.es  of  ser\'ices.  (A 
later  recommendation  presents  a  technique  which  would  facili¬ 
tate  publication  of  these  guides.)  The  military  departments 
should  also  require  that  each  procuring  installation  prepare 
general  g 


and  maintain  a 


uide  for  the  technical  evaluation  of 


usefulness  of  the  coinpetitive  range  concept.  Additional 
guidance  for  ASPR  3"805,  RFP  language.  Comptroller  General 


guidance,  and  examples  of  correctable  and  non-correctable 
proposal  deficiencies  are  also  needed. 


3. 


The  Need  for  Specialization  in  Dealing  with  the 
Various  Categories  of  Service  Contracts 


The  many  dissimilar  types  of  support  services  were 
mentioned  in  the  "Introduction"  to  this  study.  A  significant 
portion  of  the  source  selection  problems  and  contract  adminis¬ 
tration  problems  associated  with  service  contracts  could  be 
reduced  if  major  support  service  functions  were  categorized 
into  various  functional  classifications.  The  accumulation  of 
factual  information  on  specific  service  functions  and  a  con¬ 
sequent  increase  in  contracting  expertise  would  be  the  prin¬ 
cipal  benefits  from  the  creation  of  these  categories. 

In  carrying  out  this  reconnaissance  study,  I, MI  found 
that  there  are  many  significant  differences  among  the  methods 
employed  by  the  three  military  departments  to  contract  for  sup¬ 
port  services.  Some  methods  have  proved  more  successful  than 
others.  We  found  that  there  is  a  minimum  of  feedback  within 
the  DoD  on  the  more  successful  methods  and  techniques.  For 
example,  the  Navy  has  gone  to  great  lengths  to  develop  a  Navy¬ 
wide  instruction  for  mess  services,  which  contains  schedules, 
specifications,  and  guidelines,  but  this  information  will  not 
necessarily  be  made  available  to  or  utilized  by  Army  or  Air 
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Force  units.  Each  Army  command  will  presumably  develop  its 
own  guidelines.  We  found  there  were  other  differences  in 
types  of  contracts  employed  for  similar  services,  in  source 
selection  procedures,  and  in  incentives  utilized,  to  name  a 

few . 

To  put  the  proper  management  emphasis  on  these  prob¬ 
lems,  LMI  believes  that  there  is  a  need  for  the  DoD  to  group 
services  into  categories  or  classes,  to  focus  upon  similar 
approaches,  and  to  determine  inherent  differences  that  call  for 
special  contractual  treatment.^  We  also  propose  that  the 
classes  or  categories,  by  lirie  item,  be  divided  among  the  mili¬ 
tary  departments  in  an  approach  somewhat  similar  to  the  single 
commodity  manager  concept.  For  example,  under  this  concept, 
one  line  i + em  might  be  photographic  support  services,  i.e.,  the 
contractor  uses  Government-furnished  photographic  equipment  to 
film,  record,  or  tape  special  missions  or  launches.  Assume 
that  the  Air  Force,  being  the  largest  single  user  of  this  serv¬ 
ice,  were  assigned  responsibility  as  DoD  support  service  advisor 
or  manager  for  the  service . 

If  the  Army  or  Navy  then  generated  a  new  requirement 
for  photographic  support  services,  they  would  have  an  assured 
advisor  of  considerable  expertise  to  turn  to  for  contractual 
advice.  The  contractual  results,  type  of  contractual  instru¬ 
ment  used,  performance  parameters,  work  specifications,  proposal 
evaluation  criteria,  and  all  other  matters  pertaining  to  photo- 

^Special  credit  is  extended  to  Rear  Admiral  (then  Captain) 
Joseph  L.  Howard,  SC,  USN  for  the  ideas  contained  in  his  paper, 
"Government  Contracting  for  Services,"  DoD  Logistics  Research 
Conference,  Warrenton,  Virginia,  26-28  May  1965,  pp.  5-34. 
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graphic  support  service  contracts  within  DoD  would  be  assembled 
by  this  single  service  advisor  or  manager.  The  significant 
difference  from  the  single  commodity  manager  concept  would  be 
that  the  Air  Force,  in  such  a  case,  would  not  write  the  con¬ 
tract,  determine  the  requirements,  or  take  any  other  procure¬ 
ment  prerogatives  away  fr'^m  the  Army  or  Navy.  The  Air  Force 
would  simply  be  the  most  knowledgeable  source  for  this  particu¬ 
lar  service. 

Similarly,  the  Army  could  be  assigned  the  role  of 
line  item  manager  for  mess  operation  by  contract,  with  the  Navy 
and  Air  Force  continuing  to  write  and  administer  their  own  mess 
contract  s . 

This  single  DoD  point  of  contact  could  also  be  re¬ 
sponsible  for  the  development  of  cost  analyses  models  for  in- 
house  versus  contracting-out  studies,  which  would  reduce  the 
total  workload  in  all  of  the  military  departments.  DoD  Instruc¬ 
tion  4100.33  requires  these  comparative  cost  analyses  for  each 
"new  start,  "  as  defined  in  the  instruction,  and  every  three  years 
for  existing  commercial/industrial  activities  of  the  Government. 
The  results  of  these  studies  provide  analyses  which  enable  the 
Government  to  decide  where  and  how  the  service  should  be  per¬ 
formed  . 

If  major  support  service  functions  were  categorized 
into  various  functional  classes  and  assigned  to  the  respective 
military  departments,  this  cost  analyses  workload  would  be  re¬ 
duced.  More  expertise  would  be  brought  to  each  specific  func¬ 
tional  area.  Such  expertise  should,  in  turn,  lead  to  more 
complete  and  detailed  cost  analyses.  The  more  detailed  the  cost 
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analyses  performed  for  a  given  service  area  are,  the  better 
the  contr.ict  which  can  be  written.  The  deeper  the  military 
departments  review  the  sub-tasks  of  a  function,  determirie  costs 
by  sub-task,  and  describe  the  requirement,  the  deeper  the  pro¬ 
curement  officials  can  go  into  negotiations  or  ultimately 
achieve  a  firm  fixed-price  contract  through  formal  advertise¬ 
ment  . 

Recommendation  No.  6 

The  PoD  should  categorize  services  into  discrete  func- 
tio.nal  classes  and  assign  specific  classes  of  services  to 
the  fTii.litary  department s,  which  will  act  as  the  single  Pop 
advisor  on  assigned  classes. 

The  military  departments  wiJl  then  be  in  a  position 
to  specialize  in  assigned  classes  and  to  accumulate  detailed 
information  for  use  by  others  in  writing  and  administering 
service  contracts.  Work  specifications,  type  of  contract  used, 
incentives  used,  and  cost  histories  by  sub-task  would  be  main¬ 
tained  by  the  single  point  of  contact  and  provided  to  requiring 
users  on  request.  The  single  DcD  advisor  or  manager  would  not 
write  or  administer  contracts  for  the  other  military  depart¬ 
ments  under  this  recommendation. 

4 .  Other  Areas  for  Improvement  of  Service  Contracting 
a .  Lack  of  Advance  Planning  for  Service  Contracts 

Several  procurement  officials  in  the  Army  stated 
that  one  of  the  most  serious  deficiencies  within  their  system 
for  service  contracting  was  the  lack  of  advance  procurement  (AP) 
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planning.  They  said  that  in  some  cases  they  have  able  to 

keep  communications  open  between  technical  and  procurement  per¬ 
sonnel.  In  other  cases,  they  point  out  that  each  new  procure¬ 
ment,  or  even  a  reprocurement  of  a  support  service,  is  accom¬ 
plished  on  a  crash  basis.  LMI  found  that  the  exchange  of  in¬ 
formation  between  technical  and  procurement  personnel  often 
ends  after  the  award  of  a  new  contract.  Procurement  officials 
point  out  that  it  is  after  the  award  of  the  contract  that  they 
should  start  planning  for  the  next  contract  for  the  same  task, 
hopefully  with  better  and  more  definitive  work  descriptions 
and  cost  histories.  Such  planning  requires  continuous  dialogue 
between  technical  and  contracting  offices.  It  is  here  that  the 
breakdown  appears  to  occur. 

ASPR  Section  1,  Part  21,  "Advance  Procurement 
Planning, "  defines  AP  planning  as  ".  .  .  the  means  by  which  the 
efforts  of  all  personnel  responsible  for  the  procurement  of 
defense  material  by  contract  are  coordinated  as  early  as  prac¬ 
ticable.  ..."  '’’he  term  defense  material  does  not  include  our 

subject,  services.  The  same  section,  under  the  sub-paragraph 
entitled,  "Applicability,"  states  the  following; 

While  the  AP  planning  provided 
for  herein  applies  to  the  more  complex 
and  costly  programs  to  procure  hardware 
developed  and  produced  to  satisfy  the 
need  for  modern  military  equipment,  its 
principles  may  also  be  adapted  to  the 
procurement  of  all  supplies  and  equip¬ 
ment  . 

Thus,  contra^'ting  for  services  is  apparently  not  considered  by 
some  procurement  activities  to  be  within  the  scope  of  ASPR's 
guidance  with  respect  to  AP  planning. 
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Many  installations  have  automated  their  procure¬ 
ment  planning  systems,  including  those  foi  support  service  con¬ 
tracts.  For  example,  both  the  Mobility  Equipment  Command 
(MECOK)  and  the  Test  and  Evaluation  Command  (TECOM)  of  the  Army 
have  automated  systems.  The  next  page  is  a  copy  of  one  of 
these  reports,  a  procurement  planning  and  status  report,  which 
lists  29  events  along  with  the  planned  date,  the  actual  date, 
and  the  reforecast  date.  Another  useful  device,  not  included 
herein,  is  a  sequence  chart  or  matrix  which  provides  calendar- 
days'  output  for  specific  procurement  actions  by  dollar  value. 
These  tools  have  been  used  successfully  for  service  contracts 
by  some  of  the  DoD  buying  offices,  even  though  ASPR  is  silent  on 
the  matter.  Of  ma^or  concern,  and  probably  an  underlying  cause 
of  some  service  contracting  difficulties,  is  that  some  DoD  in¬ 
stallations  are  much  further  along  in  the  development  and  use  of 
such  planning  aids  than  other  installations. 

b.  Duration  of  Performance  Under  Support  Service 

Contracts 

Many  procurement  agencies  within  DoD  now  use  a 
three  year  policy  in  the  purchase  of  services.  A  contract  is 
awarded  to  a  competitively  selected  contractor  for  one  year, 
with  an  option  to  the  Government  to  continue  the  contract  for 
two  additional  fiscal  years  if  the  contractor  has  successfully 
performed  during  the  initial  period. 

Within  the  Army,  the  three  year  policy  is  in 
existence  at  several  systems  commands  under  the  Army  Materiel 
Command.  For  example,  the  Test  and  Evaluation  Command  has  had 
a  three  to  five  year  renewal  plan  for  service  contracts  since 
1964.  The  Army's  Aviation  Systems  Command  also  has  a  three  year 
policy.  The  Army  does  not,  however,  have  an  overall  policy  on 
duration  of  service  contracts. 
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The  Air  Force  also  has  implemented  a  three  year 
policy,  but  on  a  somewhat  broader  scale.  The  Air  Force  Logis¬ 
tics  Command,  in  an  internal  memorandum  of  2  March  1964,  stip¬ 
ulated  the  use  of  a  three  year  policy  for  AFLC  service  con¬ 
tracts.  Since  the  delegation  of  procurement  authority  flows 
through  AFLC  to  major  Air  Force  commands,  the  use  of  the  three 
year  policy  gets  much  wider  application  than  AFLC.  To  illus¬ 
trate,  the  Military  Airlift  Command  Commander  requests  AFLC's 
permission  if  he  wants  to  use  the  AFLC  three  year  policy  on 
contracts  that  exceed  $350,000  per  year.  A  strong  case  has 
recently  been  presented  within  the  Air  Force  to  move  this  policy 
to  the  Air  Force  Headquarters  level  and  thus  achieve  even 
broader  use  of  the  three  year  rule.  A  similar  argument  may  be 
advanced  for  centralization  of  this  procurement  policy  at  the 
departmental  level  in  the  Army. 

Procurement  personnel  at  AFLC  Headquarters  stated 
that  tne  present  three  year  policy  may  become  more  effective  if 
extended  to  five  years,  particularly  on  overhaul  contracts. 

They  report  serious  difficulties  with  first  year  performance  by 
all  contractors  on  new  aircraft  systems.  (They  do  not  mean  "new 
in  the  sense  that  the  system  recently  entered  the  Air  Force 
inventory,  but  "new"  in  the  sense  that  the  contractor  has  not 
worked  on  the  aircraft  before.)  Contractors'  first  year  per¬ 
formances  are  usually  characterized  a.'^  somenvhat  disappointing, 
and  by  the  time  the  contractor  is  fully  acquainted  with  the 
system  at  the  three  year  mark,  it  is  time  to  recompete  the  pro¬ 
curement.  Thus,  they  believe  a  longer  period  of  contractual 
performance  may  be  the  answer. 
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LMI  found  in  a  previous  study  that  the  use  of 
option  provisions  which  extended  service  contracts  for  two  or 
more  years  attracted  new  sources,  increased  the  competition 
among  all  bidders,  and  resulted  in  a  20-30%  savings  over  prior 
years'  contract  costs. ^ 

In  view  of  the  benefits  which  appear  to  accrue 
from  use  of  options  over  a  long  period  of  time  in  service  con¬ 
tracts,  LMI  believes  that  a  DoD  policy  endorsing  use  of  three 
to  five  year  contracts  would  be  appropriate. 

Recommendation  No.  7 

The  DoD  should  review  its  policy  with  respect  to  the 
appropriate  duration  of  performance  under  support  service 
contracts  to  determine  the  feasibility  of  adopting  a  per¬ 
missive  three  to  five  year  rule. 

c .  Personal  Service  Contract  Limitations 

Although  we  did  not  study  "personal"  versus  "non¬ 
personal"  service  contract  considerations  in  depth,  we  observed 
that  this  matter  was  of  considerable  concern  to  some  DoD  and 
industry  personnel. 


^LMI  Tasks  8A  and  65-11,  loc.  cit. 
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Their  concern  stems  from  Civil  Service  Commis¬ 
sion  (CSC)  opinions^  which  questioned  the  legality  of  certain 
Government  service  contracts  on  the  ground  that  the  services 
to  be  performed  by  the  contractors*  employees  were  "personal" 
services.  The  general  rule  is  that  "personal"  services  are 

to  be  performed  by  Government  employees,  unless  specific 

2 

authority  is  granted  to  use  contractor  personnel. 

One  result  of  those  opinions  appears  to  have 
been  an  undesirable  regression  in  the  type  of  contract  em¬ 
ployed  for  some  support  services,  because  of  a  fear  of  after- 
the-fact  criticism.  We  are  not  sure  if  this  regression  has 
been  widespread,  but  it  has  occurred  at  some  installations. 

Specific  examples  of  this  regression  in  contract 
type  follow.  At  a  major  proving  ground  for  one  military  de¬ 
partment,  a  contract  for  operation  of  an  airfield  was  a  fixed- 
price-incentive  contract  two  years  ago.  Now,  it  is  a  cost- 
plus-fixed-  fee  contract,  without  a  significant  change  in  scope 
of  work.  At  another  large  installation,  three  contracts  were 
competed  under  two  step,  formally  advertised  procedures;  now, 
the  same  contracts  are  cost-plus-award-fee,  again  without  a 
significant  change  in  work.  The  primary  reason  for  these  re¬ 
gressive  steps  apparently  was  the  difficulty  of  placing  contrac¬ 
tual  langi’^ge  in  the  contract  which  would  assure  commanding 
officers.  ..echnical  personnel,  and  contracting  officers  that 
there  would  not  be  a  backlash  of  criticism  on  the  ground  that 
the  DoD  was  contracting  for  personal  services.  Therefore,  the 


Opinion  of  the  General  Counsel,  Civil  Service  Commission, 
July  7,  1964;  Opinion  of  the  General  Counsel,  Civil  Service 
Commission,  October  7,  1967. 

^ASPR  22-102.1. 
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procuring  office  revised  the  statements  of  work  and  moved  the 
contract  form  from  fixed-price  to  cost-reimbursement  to  avoid 
possible  repercussions. 

Another  example  of  contracting  problems  stemming 
from  limitations  affecting  personal  service  contracts  is  a 
rigorous  local  review  of  all  service  contracts  at  some  instal¬ 
lations,  including  a  disproportionate  use  of  proposal  evalu¬ 
ation  and  source  selection  boards  and  committees.  By  and  large, 
such  review  may  be  justified,  but  not  if  carried  down  to  very 
low  dollar  value  contracts,  and  not  if  it  results  in  an  un¬ 
desirable  dilution  of  the  responsibility  and  authority  of  the 
contracting  officers.  We  observed  this  to  be  the  case  at  some 
installations  and  sometimes  questioned  the  benefit  to  the  Govern¬ 
ment  from  these  reviews  for  relatively  low  dollar-value  con¬ 
tracts  . 

Prior  to  the  two  CSC  opinions,  contracting 
officers  had  a  rather  free  hand  with  respect  to  the  use  of  some 
desirable  procurement  techniques  in  this  area;  i.e.,  two  step 
formally  advertised  procedures  and  specifying  minimum  personnel 
quantities  by  skill  level.  Since  those  opinions,  contracting 
for  services  has  become  more  complex  and  rigorous.  Commanding 
officers,  base  legal  officers,  and  contracting  officers  are 
having  difficulties  with  these  problems.  In  their  minds,  they 
are  largely  unsettled  issues. 
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ASSISTANT  SECRETARY  OF  DEFENSE 
Washington,  D.  C. 

Installations  and  Logistics  DATE;  5  December  1968 

TASK  ORDER  SD- 271- 101 
(TASK  69-9) 

1.  Pursuant  to  Articles  I  and  III  of  the  Department  of 
Defense  Contract  No.  SD-27I  with  the  Logistics  Management 
Institute,  the  Institute  is  requested  to  undertake  the  follow¬ 
ing  task; 


A.  TITLE ;  Reconnaissance  Study  of  Service 

Contract  Methodology 

B.  SCOPE  OF  WORK;  The  purpose  of  this  task  is  tc 
conduct  a  reconnaissance  to  review  DoD  procv'rement  policies 
and  procedures  for  services  contracts.  Tlie  effort  will  con¬ 
centrate  on  a  review  of  criteria  which  determine  the  type  of 
contract  to  be  used,  on  methods  to  evaluate  proposals,  and  on 
selection  criteria  and  processes. 

The  effort  will  include  the  following: 

(1)  a  review  of  existing  criteria  to  deterrrdnt;  the  type 
of  contract  to  use,  i.e.,  cost  plus,  fixed  price,  etc. 

(2)  identification  of  pertinent  problems  that  may  confront 
a  contracting  officer  in  the  procurement  process  for  services. 

(3)  a  review  of  the  activities  of  the  military  departments 
in  their  use  of  sei~vices  contracts. 

(4)  an  evaluation  of  alternative  criteria  and  processes. 

2.  SCHEDULE ;  An  informal  memorandum  report  will  be 
subm.itted  by  1  April  1969. 


/s/ _ Thom.as  D.  Morris 


ACCEPTED  /S/  William  F.  Finan 


DATE  5  December  1968 
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LIST  OF  organizations  VISITED 


DEPARTMENT  OP  DEFENSE 

Office  of  the  Secretaiy  of  Defense 

Contract  Support  Services  Directorate 
Procurement  Policy  Directorate 

Department  of  the  Army 

Procurement  Policy  and  Review  Directorate 
Army  Materiel  Command  Headquarters 

Aviation  Systems  Command  Headquarters,  St.  Louis,  Missouri 
Mobility  Equipment  Command  Headquarters,  St.  Louis,  Missouri 
Test  and  Evaluation  Command  Headquarters,  Aberdeen,  Maryland 
White  Sands  Missile  Range,  New  Mexico 
Fourth  Army  Headquarters,  Fort  Sam  Houston,  Texas 
Army  Aviation  Center,  Fort  Rucker,  Alabama 

Department  of  the  Navy 

Naval  Materj.al  Command  Headquarters 

Naval  Air  Systems  Command  Headquarters 

Naval  Ship  Systems  Command  Headquarters 

Naval  Supply  Systems  Command  Headquarters 

Navy  Purchasing  Office,  Los  Angeles,  California 

Department  of  the  Air  Force 

Headquarters,  United  States  Air  Force 

Air  Force  Logistics  Command  Headquarters,  onyton,  Ohio 

San  Antonio  Air  Materiel  Area,  Kelly  Air  Forc<!  Base,  Texas 

Sacramento  Air  Materiel  Area  Headqi-iarter.':, ,  McClcl  lar  Air 
Force  Base,  California 
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Department  of  the  Air  Porcc  (continued) 

Military  Airlift  Command  Headquarters,  Scott  Air  Force 
Base,  Illinois 

Twenty-Second  Air  Force  Ileadqua rte rs ,  Trav'is  Air  Fo  "cc 
Base,  California 

Air  Force  Systems  Comm, and  llcadfjuarte  rs 

Eastern  Test  Rarige,  Patrick  Air  Force  Base,  Florida 

Western  Test  Range,  Vandenberg  Air  Force  Base,  California 

INDUSTRY  ASSOCIATIONS 

National  /\erc  lace  Services  .'.ssociation 
National  Council  of  Technical  service  Industries 

CONTRACTORS 

Hawthorne  Aviation,  Inc. 

Lear  Siogler,  Inc. 

Page  Aircraft  Maintenance,  Inc. 

Technicolor,  Inc. 
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TYPICAL  PROPOSAL  EVALUATION  CRITERIA  FOR 
COST-REIMBURSEMENT  SERVICE  CONTRACTS 


o 

o 

in 

o 

fN 

o 

^  (TJ 
C'J  IT!  )-t 
lA  4J 

0  c 


cue 
0  Itl  o 


(II  c 
E  4J  d! 

o  e 

in  u 


O  E 

>  ii-i 

e 

< 


o  o  o  o 

00  O  IC  lO 


o  o  o 

m  n 


4J  a 
rH  c 
m  oj  c 

■H  E  -I-I 
U  0)  I 

c  cr  u 

(0  (D  in 
C  C  IT) 

IT!  x: 

t)-i  S  CX, 


o 

o 

o 

o 

o 

O 

in 

rn 

m 

'T 

0) 

a 

03 

(j 

n 

-p 

u 

u 

1— ^ 

> 

4J 

•  ^ 

s 

Ul 

u 

U 

4J 

m 

4J 

c 

(/) 

D 

U 

c; 

o 

o 

03 

TJ 

tn 

(Z 

0) 

• 

E 

o 

fc 

4-> 

> 

U 

•  ^ 

c 

K-l 

a; 

V-i 

a 

4-> 

0 

< 

>1 

u 

u 

r3 

•  rH 

■ 

El 

4J 

ui 

-  rA 

CP 

03 

O' 

> 

4J 

O 

0 

c 

c 

03 

D 

C 

H 

li-l 

•  ^ 

C 

03 

3 

c 

E 

03 

E 

O 

(J 

M 

u 

(J 

G 

■n 

E 

> 

ro 

u 

W 

o 

0 

0 

o 

O' 

CO 

U 

X 

U 

(X 

(X 

■ 

O 

r-^ 

0^ 

V’ 

m 

m 

m 

m 

fN 

rvj 

CM 

04 

c 

0 

c 

•  4 

0 

+  3 

•P 

x: 

u 

4-* 

<44 

u 

a 

m 

X 

o 

m 

if) 

D 

•  p 

0 

rp 

G 

.H 

03 

u 

+j 

fl3 

03 

C 

a 

c 

> 

ID 

c 

0 

c. 

03 

w 

C 

o: 

•  p4 

rH 

E 

03 

CO 

o 

4-1 

03 

u 

u 

if) 

rj 

c 

CP 

<T3 

c 

>. 

u 

u 

c 

fO 

<z 

u 

Q 

4-3 

(13 

r4 

o 

u 

c 

•r4 

a 

44 

if) 

•r4 

<T3 

c 

04 

4-> 

4 

u 

c 

E 

rC 

0) 

c 

44 

rH 

03 

x: 

U 

03 

a 

iZ 

o 

m 

a 

o 

0 

X 

O 

D 

03 

z 

P-4 

m 

n 

(4 

•w* 

i 


N 


cr; 

0 

C/) 

u- 

£- 

0 

< 

< 

t— I 

li 

e; 

E- 

u 

Z 

0 

t— 1 

CJ 

a; 

u 

CL 

CJ 

z 

0 

> 

t-< 

cc 

H 

u 

< 

E- 

C 

z 

> 

w 

z 

(L 

.J 

(/:■ 

< 

a 

to 

0 

c: 

9i 

\w> 

p 

a: 

CL 

CL, 

1 

1 

e 

c 

w 

0 

ip! 

0 

CL 

C  D  -U 
0  U  U 
--PC 

<— *  tn  Q4 

^  c  a. 


u 

CD  O  C 

(A  'P  O 

'  >-4 

\  P  P 
u  n3 

>1  fO  P 

e  p  c 

U  P  0; 

<  c  f 
o 
o 


TYPICAL  PROPOSAL  EVALUATION  CRITERIA  FOR 

COST-REIMBURSEMENT  SERVICE  CONTRACTS 


Vp  Vp  SP 
^ 

O 


>.•  \0  -vO 

^  rs  o'' 

m  «  (N 


c  4J  tn 
0  c  rtJ 

•  H  4J 

•-H  a 

rH  E 
•rA  <0 

B  ^  V 

m  C  c 
V)-  O  ^ 

-H  0 
I  4-1  <D 
fO  4J 

a>  u 
O  0) 
Mao 
0  O  '*-1 


0) 

4-»  rH 

n  (Tj 

M  O 

O 

a  c 

M  <D 

o  u  o 

<.)  C  0) 

a»  4-1 
to  M 

D  V4  .p 

O  01  C 

a  o 

>  X  M 

<U  O  M 

CL  '•) 


r— ^ 

01 

01 

«-4 

c 

0 

c 

0 

> 

01 

0 

u 

u 

CO 

CL 

44 

(13 

r-4 

u 

0 

L-l 

ITJ 

01 

L4 

U1 

0) 

M 

0 

a 

0 

•m 

0) 

(0 

Xl 

4J 

C 

>i 

t: 

03 

0 

C 

c 

c  'O 
C  -1  c 

m  4J  «T3 

4J  m  4J 

(/}  o  ui 


73  a  *0 
c  a  c 
D  <  D 


01  a 

to 

3  -^4 

4-1 

CP  u 

r'L 

•  r4  '  ^ 

D 

C  -P 

to 

x:  c 

01 

0  113 

u 

(D 

-M  P 

to 

CP 

0 

e 

c 

U)  '-P 

a 

•  r4 

44 

10  nr 

X5 

c 

0 

0 

01 

^  x: 

M 

to 

ro  4-1 

a 

01 

c  0 

u 

<  X 

CL 

m  lA 


lA  ^  ro  fN 


c  IT' 

0)  C  0) 
^  13 

4-1  4-1  ^ 

x:  (T3 
•*  O'  > 


C 

0) 

to 

0) 

r— H 

0 

•  H 

X 

c 

4J 

0 

^4 

m 

0 

to 

(J) 

a‘ 

(tJ 

w 

X) 

LO 

(tJ 

u 

01 

0 

x: 

fU 

E 

w 

p 

c 

04 

> 

•  ^ 

44 

44 

0 

0 

Cl 

0 

0 

'D 

a 

M 

01 

L4 

44 

•  ^ 

X) 

£ 

44 

0) 

L-( 

0 

U 

>4 

c 

*-H 

r4 

01 

C 

(0 

-  ^ 

0 

u 

CQ 

M 

4-5 

0 

(U 

0 

0) 

la 

u 

c 

fO 

C'l 

u 

0 

u 

0 

a 

c 

44 

c 

0 

1-4 

M 

O' 

r: 

u, 

bi 

(u 

k 

44 

M 

C 

c 

C 

10 

•  -j 

a, 

01 

x: 

M 

U 

C3 

01 

<1; 

0 

0 

01 

c 

44 

(/) 

a 

44 

• 

^4 

M 

4J 

Cl 

0 

0 

■M 

to 

e 

01 

ro 

C 

0 

i4 

n4 

C 

•  4 

c 

>> 

0 

44 

C7’ 

u 

c 

N 

-H 

'  ^4 

0 

>1 

0 

(3 

•  p4 

< 

0 

c 

04 

a 

TJ 

0 

c 

01 

0 

c 

1 

44 

•• 

0 

44 

(3 

u 

0 

0 

ZJ 

a 

M 

c 

01 

01 

• — 1 

CI 

u 

u 

44 

a 

1-4 

U 

x: 

•o 

c 

•r4 

to 

to 

•  ^ 

.—1 

1 

IX 

0 

XI 

6 

(T3 

a 

4-1 

0 

c 

>1 

> 

E 

O’ 

(TJ 

CP 

(T3 

0 

(0 

44 

L4 

0 

0 

D 

01 

M 

(tJ 

Cl 

C 

M 

0 

Ui 

u 

0 

X 

s 

Sk 

w 

0 

a. 

u 

w 

000 

m  IT)  LO 


1-4 

M  'P 

<-4 

0  44 

-*4 

a  itj 

£ 

a  M 

tu  o> 

lO 

w  Ch 

r- 

0 

to- 

0 

' 

L4  ItJ 

Cl 

01 

44  ..4 

u 

u  c 

u 

(TJ  X 

O  >-i  U 
U4  4-1  0; 

C  4J 
M  O 

U  04 


c 

C, 

a 

0 

c 

3 

•  f4 

c 

CO 

44 

0 

44 

rj 

c 

(TJ 

cn 

44 

44 

0 

44 

44 

a- 

c 

c 

c 

•r4 

iTJ 

c 

•-4 

C 

to 

<c 

Cl 

01 

44 

U 

a> 

(TJ 

QJ 

M 

0 

H 

£ 

E 

ro 

•r4 

E 

(T 

1-4 

f-4 

01 

C 

01 

3 

M 

C 

3 

44 

CL 

3 

>. 

0/ 

+j 

tp 

M 

01 

3 

M 

01 

•a 

44 

c 

to 

lO 

+j 

a 

£  nj 

4J 

Q 

44 

01 

01 

•r4 

•r4 

4-1 

c 

(0 

0 

E  4J 

to 

to 

x: 

L4 

c 

CP 

l/i 

Ifl 

c 

0 

c 

Of 

u 

TO 

c 

0 

0 

5L 

M 

y._  Q. 

M 

-ti. 

Vi 

yL_ 

j=L. 

-iL- 

Phase-in  plan 
Security 

Quality  assurance  plan 
Familiarity  with 
work  environment 


I 


^  I 
I 
I 
I 


cc 

o 

Uh 

to 

Eh 

< 

u 

l-l 

1 

ct 

IX 

w 

Eh 

Eh 

2 

M 

o 

£X 

u 

U 

tw 

12 

u 

O 

M 

M 

> 

Eh 

a: 

< 

u 

w 

< 

Eh 

> 

2 

U 

s 

*■2 

u 

< 

IS 

to 

£ 

o 

13 

CO 

CQ 

V 

a. 

M 

a 

U 

Oi 

1 

< 

u 

CO 

M 

o 

a 

t 

u 

I 


APPENDIX 
Page  4 


_ UNCLASSIFIED 

Seciiritv  Clas-.ificnlion 


DOCUMIINI  CONTROL  DATA  ■  R&D 

(Stei.:e$tY  « i of  tittr  tu^ctv  ot  tjhstrai  t  nnd  fr»r/r  Mrirtof.iffon  rniisf  he  rnfererf  H/ien  fhe  overall  re/^  rt  i«  t  tnn  siitrJj 

1  ORIGINATING  AC^Iv/I^Y  ^ C\»r/»or/if r»  mut^iort  NCPOf^T  SCCuniTv  C  LA5!<«>'lCATiON 

Logistics  Manngemont  Institute  UNCLASSIFIFD 

4701  Snngnmore  Road  ib  ohoup  ^ 

Washington^  D,  C.  20016 _ 

3.  REPORT  TITLE 

Reconnaissance  Study  of  Service  Contract  Methodology 


4-  DESCRIPTIVE  NOTES  fTypa  ot  toport  mnd  Inclutivo  dateit) 


S-  AUTHORfS^  (Loat  name,  firat  name,  initial) 

• 

6  REPORT  DATE 

j  7#.  total  no.  of  pace» 

7b  NO.  OP  REFS 

April  1969 

51 

11 

Sa.  CONTRACT  OR  CHANT  NO. 

•  a.  ORIOINATOR.*  RCPORT  NUMBCR^SJ 

SD-271 

b.  PROJECT  NO. 

69-9 

SD-271-101 

e. 

d. 

96.  other  rcrort  hto(S)  (Any  othar  numbata  that  may  ha  aaalfinad 
ihic  tapotO 

10.  A  VA  IUA0ILITY/LIMITATION  NOTICES 

Distribution  of  this  document  is  unlimited. 

11.  S'JPPL  CMEHTARY  NOTES  12  SPONSORINO  MILITARY  ACTIVITY 

OSD  (I&L) 

13-  ABSTRACT 

This  report  examines  and  discusses  a  number  of  general 
problems  in  the  area  of  contracting  for  support  services.  Most 
of  the  study  findings  and  recomTi;.,..u3t ions  are  applicable  for 
supply  contracts  as  well,  since  the  DoD  generally  follows  the 
same  policies  and  procedures  for  procurement  of  both  supplies 
and  services.  Briefly,  the  discussion  concentrates  on  source 
selection  and  proposed  evaluation  problems  in  contracting  for 
services . 

The  major  recommendation  of  the  report  is  that  the  DoD 
categorize  services  into  discrete  functional  classes  and  assign 
ip-asifit’  '3i4i§©.§  of  iorvioo.e  fco  l:])0  miUt^ry  clopnrtmenfcB,  which 
will  act  as  the  single  DoD  advisor  on  assigned  classes.  I1ie 
military  departments  will  then  be  in  a  position  to  specialize 
in  assigned  areas  and  to  accumulate  detailed  information  for 
use  by  others  in  writing  and  adm.inistering  service  contracts. 


DD  1473 


J  ^ncl;>ssified 

JkK'-.irity  Cla!;aific.<uon 


